THE  SECRETARY  OF  HEALTH  ANO  HUMAN  SERVICES 
WASHINGTON.  O.C.  20»0I 


DEC 


1992 


The  Honorable  Dan  Quayle 
President  of  the  Senate 
Washington,  D.C.  20510 

Dear  Mr.  President: 

I  am  pleased  to  provide  this  report  in  response  to  scctiun  41 15  of  Public  Law  101-508,  the 
Omnibus  Budget  Reconciliation  Act  of  1990.  It  requires  study  of  regional  variations  in 
impact  of  Medicare  physician  payment  reform  including:  (1)  factors  that  may  explain 
geographic  variations  in  Medicare  reasonable  charges  that  are  not  attributable  to  variations 
in  physician  practice  costs  (including  the  supply  of  physicians  in  an  area  and  area  variations 
in  the  mix  of  services  furnished);  (2)  the  extent  to  which  the  geographic  practice  cost 
indices  (GPCIs)  applied  under  the  fee  schedule  under  section  1848  of  the  Social  Security 
Act  accurately  reflect  variations  in  practice  costs  and  malpractice  costs  (and  alternative 
sources  of  information  upon  which  to  base  such  indices);  (3)  the  impact  of  the  transition  to 
a  national,  resource-based  fee  schedule  for  physicians'  services  under  Medicare  on  access  to 
physicians'  services  in  areas  that  experience  a  disproportionately  large  reduction  in 
payments  for  physicians'  services  under  the  fee  schedule  by  reason  of  such  variations;  and 
(4)  appropriate  adjustments  or  modifications  in  the  transition  to,  or  manner  of  determining 
payments  under  section  1848  of  the  Social  Security  Act.  to  compensate  for  such  variations 
and  assure  access  to  physicians'  services  for  Medicare  beneficiaries  in  such  areas. 

1.        Factors  That  May  Explain  Geographic  Variation  in  Medicare  Reasonable  Charj^es 

A  review  of  the  research  literature  was  conducted,  and  we  sponsored  research  to  help 
determine  the  factors  other  than  physician  practice  cost  differences  that  may  explain 
differences  in  Medicare  reasonable  charges  for  physician  services.  The  formal  literature 
from  past  studies  has  dealt  largely  with  physician  pricing  in  general,  rather  than  with 
Medicare  reasonable  charges.  Results  of  various  studies  arc  often  contradictory  about  the 
influences  other  than  practice  costs.  There  is  fairly  wide  agreement  that  other  important 
factors  include  demand  factors,  such  as  the  population  composition  and  the  character  of  the 
insurance  market,  and  physician  supply  factors,  such  as  the  age  and  specialty  distribution 
Other  factors  include  hospital  supply  factors,  physici.in  training  and  practice  characteristics 

We  have  a  contract  to  examine  possible  causes  U\t  variations  m  Medicare  average  alk)wcd 
charges.  However,  because  no  suitable  data  base  exists,  the  study  cannot  cover  the 
spectrum  of  customary,  prevailing  and  rea.sonabie  (CPR)  charges  that  existed  prior  to 
physician  payment  reform.  Conceptually,  there  h.\^  heeii  a  change  from  about  one-half 
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million  practice-specific  fee  schedules,  differentiated  generally  according  to  the  location, 
specialty  and  historic  charges  of  each  practice,  to  a  set  of  232  locality  fee  schedules.  Fee 
schedule  payments  are  differentiated  by  the  statutorily  defined  historic  payment  basis  for 
each  locality  compared  to  the  national  fee  schedule  and  its  geographic  adjustment 
factors,  or  GPCIs.  Hence  the  researchers  will  analyze  factors  which  may  explain 
variations  in  average  Medicare  allowed  charges. 

2.        GPCI  Accuracy  in  Explaining  Variations  in  Practice  Costs  and  Malpractice 
Costs,  and  Alternative  Data  Sources  for  Indices 

We  have  a  contract  to  examine  whether  the  GPCIs  applied  under  the  Medicare  fee 
schedule  (MFS)  accurately  reflect  variation  in  practice  costs  and  malpractice  costs.  I'lie 
share  weights  and  some  key  input  factors  are  being  validated  with  data  as  reported  to 
the  American  Medical  Association's  (AMA)  Socio-Economic  Monitoring  System.  Tlio.se 
data  come  from  approximately  4,000  practicing  physicians  each  year  and  are  widely 
regarded  as  one  of  the  best  available  sources  of  information  about  physician  costs  and 
incomes  in  various  areas  and  specialties. 

We  have  noted  that,  in  responding  to  the  June  5,  1991,  Proposed  Rules  for  the  1992 
MFS,  the  AMA  said  in  part: 

"For  the  most  part,  the  AMA  supports  the  methods  by  which  geographic 
adjustment  is  accomplished  through  the  new  fee  schedule.  We  continue  to  he 
concerned,  however,  by  HCFA's  nearly  exclusive  reliance  on  proxies  for 
physicians  actual  costs.  We  recognize  the  difficulty  in  finding  data  bases  that 
afford  enough  geographic  detail;  to  afford  precision  in  the  measurement  of 
practice  input  prices.  Our  own  analysis  of  the  adequacy  of  the  GPCIs  in  reflect irn: 
actual  practice  input  prices  provided  further  evidence  that  geographic  adjustment 
of  payment  amounts  is  appropriate.  This  analysis  further  found  that  the 
individual  GPCIs  were  correlated  with  actual  practice  input  prices  (emphasis 
added)." 

Our  contractor  will  also  examine  some  possible  data  alternatives  for  various  components 
of  the  GPCIs,  in  particular  for  non-physician  employee  wages  and  for  office  rent  and  tor 
malpractice  expenses.  One  alternative  for  non-physician  wages  that  will  be  analyzed  :s 
the  Medicare  Hospital  Wage  Index.  Several  rental  data  sources  are  being  examineil,  iv..: 
we  have  thus  far  agreed  with  the  Physician  Payment  Review  Commission's  finding  th.i; 
the  available  data  are  not  very  representative  at  area  levels  and  seldom  include  smaii  •: 
urban  or  any  rural  areas.  Clearly,  the  residential  rental  proxy  we  now  use  in  the  Gl'<  ! 
calculations  is  available  for  many  more  areas  than  any  prospective  alternative.  We  air 
also  gathering  and  analyzing  a  great  deal  of  more  recent  information  about  physician 
malpractice  premiums.  We  also  have  launched  studies  which  will  examine  1990  Ceir.;. 
results  and  other  more  recent  data  that  can  form  the  basis  for  the  next  general  upd.i:;;.  • 
or  refinement  of  the  GPCIs.  We  anticipate  that  we  will  be  able  to  prcipo.se  a  gener.i' 
updating  in  the  spring  of  1994  for  implementation  m  calendar  1995,  consistent  with 
section  4118(c)  of  Public  Uiw  101-50S. 
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3.        Impact  on  Access  in  Areas  That  Experience  Disproportionately  Large  Reductions 
in  Payments  for  Physician  Services 

We  have  identified  those  areas  which  are  estimated  to  face  comparatively  the  largest  fee 
reductions  under  the  Medicare  fee  schedule.  The  estimates  compare  what  Medicare 
might  have  paid  after  1992  had  there  not  been  physician  payment  reform.  Using  1996 
as  the  reference  period,  we  identified  the  Medicare  payment  localities  in  which  average 
payments  per  service  may  be  at  least  10  percent  less  under  the  MFS,  compared  to 
averages  under  the  old  system.  Our  contractor  is  examining  the  characteristics  of  these 
localities  from  several  perspectives,  including  those  found  to  be  possibly  significant  in  the 
analysis  of  variations  in  Medicare  reasonable  charges  discussed  earlier. 

By  and  large,  these  areas  are  characterized  by  higher  than  average  Medicare  historic 
payment  levels.  Some  of  the  largest  reductions  are  expected  in  Manhattan, 
Los  Angeles,  Miami  and  Las  Vegas.  Most,  but  not  all,  of  the  highest  impact  areas  are 
in  urban  or  large  city  suburban  areas  where  there  is  above-average  availability  of 
medical  caregivers.  We  would  also  point  out  that  actual  total  Medicare  payments  fcir 
physician  services  are  expected  to  grow  even  in  these  areas  where  average  Medicare 
payments  per  service  may  decline  the  most.  Also,  we  note  that  the  Medicare  10  percent 
bonus  payments  for  physician  services  provide  an  extra  access  incentive  to  caregivers  in 
Urban  and  Rural  Health  Personnel  Shortage  Areas. 


4.       Appropriate  Adjustments  or  Modifications 


We  have  not  yet  seen  any  reason  which  would  lead  us  to  conclude  that  access  to 
physician  services  during  the  transition  period  for  Medicare  physician  payment  reform 
should  diminish,  even  in  the  areas  facing  the  largest  payment  reductions.  As  was 
described  in  our  recent  Report  to  Congress  "Monitoring  Utilization  of  and  Access  to 
Services  for  Medicare  Beneficiaries  under  Physician  Payment  Reform,"  we  are 
extensively  monitoring  for  changes  in  access  to  physician  services  by  Medicare 
beneficiaries.  Until  the  research  v/e  are  sponsoring  and  my  review  of  approaches  for 
simulating  a  greater  supply  of  primary  care  practitioners  are  completed,  we  see  no 
justificafion  for  altering  either  the  statutory  transition  period  for  the  Medicare  physici.m 
fee  schedule,  or  the  manner  of  determining  payments  for  physicians'  services. 

Research  Report  Status  Summary 


By  Spring  1993,  we  expect  to  receive  from  our  contractor  the  analyses  we  have  iniii:.;.-.! 
on  regional  variation  in  physician  payment  reform.  This  information  will  be  providr  i 
you  in  a  report  at  that  time.  We  look  fon.v;ird  to  working  closely  and  continuously  a'::. 
Congress  to  assure  that  Medicare  beneficiaries  continue  to  have  access  to  quality 
physician  services. 

Sincerely. 


Louis  V.    ,    la.,.,.  M.D. 


THE  SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 
WASHINGTON,  O.C.  J0701 


DEC  I  I  1992 


The  Honorable  Thomas  S.  Foley 
Speaker  of  the  House  of  Representatives 
Washington,  D.C  20515 

Dear  Mr.  Speaker: 

I  am  pleased  to  provide  this  report  in  response  to  section  41 15  of  Public  Law  101-508,  the 
Omnibus  Budget  Reconciliation  Act  of  1990.  It  requires  study  of  regional  variations  in 
impact  of  Medicare  physician  payment  reform  including:  (1)  factors  that  may  explain 
geographic  variations  in  Medicare  reasonable  charges  that  are  not  attributable  to  variations 
in  physician  practice  costs  (including  the  supply  of  physicians  in  an  area  and  area  variations 
in  the  mix  of  services  furnished);  (2)  the  extent  to  which  the  geographic  practice  cost 
indices  (GPCIs)  applied  under  the  fee  schedule  under  section  1848  of  the  Social  Security 
Act  accurately  reflect  variations  in  practice  costs  and  malpractice  costs  (and  alternative 
sources  of  information  upon  which  to  base  such  indices);  (3)  the  impact  of  the  transition  to 
a  national,  resource-based  fee  schedule  for  physicians'  services  under  Medicare  on  access  to 
physicians'  services  in  areas  that  experience  a  disproportionately  large  reduction  in 
payments  for  physicians'  services  under  the  fee  schedule  by  reason  of  such  variations;  and 
(4)  appropriate  adjustments  or  modifications  in  the  transition  to,  or  manner  of  determining 
payments  under  section  1848  of  the  Social  Security  Act,  to  compensate  for  such  variations 
and  assure  access  to  physicians'  services  for  Medicare  beneficiaries  in  such  areas. 

1.        Factors  That  May  Explain  Geographic  Variation  in  Medicare  Reasonable  Charges 

A  review  of  the  research  literature  was  conducted,  and  we  sponsored  research  to  help 
determine  the  factors  other  than  physician  practice  cost  differences  that  may  explain 
differences  in  Medicare  reasonable  charges  for  physician  services.  The  formal  literature 
from  past  studies  has  dealt  largely  with  physician  pricing  in  general,  rather  than  with 
Medicare  reasonable  charges.  Results  of  various  studies  are  often  contradictory  about  the 
Influences  other  than  practice  costs.  There  is  fairly  wide  agreement  that  other  important 
factors  include  demand  factors,  such  as  the  population  composition  and  the  character  of  the 
insurance  market,  and  physician  supply  factors,  such  .is  the  age  and  specialty  distribution. 
Other  factors  include  hospital  supply  factors,  physician  training  and  practice  characteristics. 

We  have  a  contract  to  examine  possible  causes  for  v.iri.itions  in  Medicare  average  allowed 
charges.  However,  because  no  suitable  data  base  exists,  the  study  cannot  cover  the 
spectrum  of  customary,  prevailing  and  rea.sonable  (Cl'l?)  eharges  that  existed  prior  to 
physician  payment  reform.  Conceptually,  there  h.is  heen  .i  ehange  from  about  i)ne-half 
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million  practice-specific  fee  schedules,  differentiated  generally  according  to  the  location, 
specialty  and  historic  charges  of  each  practice,  to  a  set  of  232  locality  fee  schedules.  Fee 
schedule  payments  are  differentiated  by  the  statutorily  defined  historic  payment  basis  for 
each  locality  compared  to  the  national  fee  schedule  and  its  geographic  adjustment 
factors,  or  GPCIs.  Hence  the  researchers  will  analyze  factors  which  may  explain 
variations  in  average  Medicare  allowed  charges. 

2.     GPCI  Accuracy  in  Explaining  Variations  in  Practice  Costs  and  Malpractice  Costs, 
and  Alternative  Data  Sources  for  Indices 

We  have  a  contract  to  examine  whether  the  GPCIs  applied  under  the  Medicare  fee 
schedule  (MFS)  accurately  reflect  variation  in  practice  costs  and  malpractice  costs.  The 
share  weights  and  some  key  input  factors  are  being  validated  with  data  as  reported  to 
the  American  Medical  Association's  (AMA)  Socio-Economic  Monitoring  System.  Those 
data  come  from  approximately  4,000  practicing  physicians  each  year  and  are  widely 
regarded  as  one  of  the  best  available  sources  of  information  about  physician  costs  and 
incomes  in  various  areas  and  specialties. 

We  have  noted  that,  in  responding  to  the  June  5,  1991,  Proposed  Rules  for  the  1992 
MFS,  the  AMA  said  in  part: 

"For  the  most  part,  the  AMA  supports  the  methods  by  which  geographic 
adjustment  is  accomplished  through  the  new  fee  schedule.  We  continue  to  be 
concerned,  however,  by  HCFA's  nearly  exclusive  reliance  on  proxies  for  physicians 
actual  costs.  We  recognize  the  difficulty  in  finding  data  bases  that  afford  enough 
geographic  detail;  to  afford  precision  in  the  measurement  of  practice  input  prices. 
Our  own  analysis  of  the  adequacy  of  the  GPCIs  in  reflecting  actual  practice  input 
prices  provided  further  evidence  that  geographic  adjustment  of  payment  amounts  is 
appropriate.  This  analysis  further  found  that  the  individual  GPCIs  were  correlated 
with  actual  practice  input  prices  (emphasis  added)." 

Our  contractor  will  also  examine  some  possible  data  alternatives  for  various  components 
of  the  GPCIs,  in  particular  for  non-physician  employee  wages  and  for  office  rent  and  tor 
malpractice  expenses.  One  alternative  for  non-physician  wages  that  will  be  analyzed  is 
the  Medicare  Hospital  Wage  Index.  Several  rental  data  sources  are  being  examined,  hi;; 
we  have  thus  far  agreed  with  the  Physician  Payment  Review  Commission's  finding  th.i: 
the  available  data  are  not  very  representative  at  area  levels  and  seldom  include  small  ■: 
urban  or  any  rural  areas.  Clearly,  the  residential  rental  proxy  we  now  use  in  the  Gi'(  1 
calculations  is  available  for  many  more  areas  than  any  pro.spective  alternative.  We  .ire 
also  gathering  and  analyzing  a  great  deal  of  more  recent  information  about  physician 
malpractice  premiums.  We  also  have  launched  studies  which  will  examine  1990  Ceii.  r. 
results  and  other  more  recent  data  that  can  form  the  basis  for  the  next  general  upd.ir-: 
or  refinement  of  the  GPCIs.  We  anticipate  that  wc  will  be  able  to  propose  a  geiici.il 
updating  in  the  spring  of  1994  for  implementation  in  calendar  1995,  consistent  with 
section  4118(c)  of  Public  Law  101-508. 


i 
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3.  Impact  on  Access  in  Areas  That  Experience  Disproportionately  Large  Reductions 
in  Payments  for  Physician  Services 

We  have  identified  those  areas  which  are  estimated  to  face  comparatively  the  largest  fee 
reductions  under  the  Medicare  fee  schedule.  The  estimates  compare  what  Medicare 
might  have  paid  after  1992  had  there  not  been  physician  payment  reform.  Using  1996 
as  the  reference  period,  we  identified  the  Medicare  payment  localities  in  which  average 
payments  per  service  may  be  at  least  10  percent  less  under  the  MFS,  compared  to 
averages  under  the  old  system.  Our  contractor  is  examining  the  characteristics  of  these 
localities  from  several  perspectives,  including  those  found  to  be  possibly  significant  in  the 
analysis  of  variations  in  Medicare  reasonable  charges  discussed  earlier. 

By  and  large,  these  areas  are  characterized  by  higher  than  average  Medicare  historic 
payment  levels.  Some  of  the  largest  reductions  are  expected  in  Manhattan, 
Los  Angeles,  Miami  and  Las  Vegas.  Most,  but  not  all,  of  the  highest  impact  areas  are 
in  urban  or  large  city  suburban  areas  where  there  is  above-average  availability  of 
medical  caregivers.  We  would  also  point  out  that  actual  total  Medicare  payments  for 
physician  services  are  expected  to  grow  even  in  these  areas  where  average  Medicare 
payments  per  service  may  decline  the  most.  Also,  we  note  that  the  Medicare  10  percent 
bonus  payments  for  physician  services  provide  an  extra  access  incentive  to  caregivers  in 
Urban  and  Rural  Health  Personnel  Shortage  Areas. 

4.  Appropriate  Adjustments  or  Modifications 

We  have  not  yet  seen  any  reason  which  would  lead  us  to  conclude  that  access  to 
physician  services  during  the  transition  period  for  Medicare  physician  payment  reform 
should  diminish,  even  in  the  areas  facing  the  largest  payment  reductions.  As  was 
described  in  our  recent  Report  to  Congress  "Monitoring  Utilization  of  and  Access  to 
Services  for  Medicare  Beneficiaries  under  Physician  Payment  Reform,"  we  are 
extensively  monitoring  for  changes  in  access  to  physician  services  by  Medicare 
beneficiaries.  Until  the  research  we  are  sponsoring  and  my  review  of  approaches  for 
stimulating  a  greater  supply  of  primary  care  practitioners  are  completed,  we  see  no 
jusfification  for  altering  either  the  statutory  transition  period  for  the  Medicare  physician 
fee  schedule,  or  the  manner  of  determining  payments  for  physicians'  services. 


Research  Report  Status  Summary 


By  Spring  1993,  we  expect  to  receive  from  our  contractor  the  analyses  we  have  initiated 
on  regional  variation  in  physician  payment  reform.  This  information  will  be  provided  to 
you  in  a  report  at  that  time.  We  look  forward  to  working  closely  and  continuously  with 
Congress  to  assure  that  Medicare  beneficiaries  continue  to  have  access  to  quality 
physician  services. 

Sincerely, 


Louis  \\   Snl!iv;iri,  M.D. 


ens  LIBRHRy 
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